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On July 15, President Fernando Collor de Mello told a group of businesspeople that he planned
to submit a sweeping tax reform bill to the national congress the following day. According to the
president, the tax reforms are crucial toward achieving government financial stability, public
spending reductions and an eventual fiscal surplus. Later, during a speech broadcast on nationwide
TV and radio, the president described the tax reform as a measure to "resume development with
social justice." Collor described the tax bill as the "crown to modernization of the Brazilian economy
based privatization of state-run enterprises, deregulation, foreign reserve recovery and state
bureaucracy reforms." Collor asserted that the government "lost the capacity to invest, because tax
revenue is insufficient to meet obligations." He said the current tax structure is "very complicated
and unjust, with an excessive number of taxes favoring speculators and tax evaders, and which
serves to punish those who produce and work." The president added that of only 7 million people
in a labor force of 61 million pay taxes. Implementation of the proposed tax system reforms would
require numerous amendments to the constitution promulgated in 1988. Highlights of the tax reform
package are summarized below. * Reduction of federal taxes from 20 to eight. * End to employment
security for public employees, excepting military and foreign service personnel, and professionals
employed by the treasury, budget department and comptroller's office. * End to retirement based
on years of service; henceforth, retirement benefits become available at 65 years of age. * Transfer
of federal government financial responsibilities to state and municipal governments. * Financial
transaction tax (ITF), 0.25% on all bank deposit withdrawals. Revenue earmarked for social security
fund, unemployment insurance and selected investments by the National Social and Economic
Development Bank (BNDES). * Tax on business assets, deductible for income tax purposes. * Value
added tax, replacing the IPI, ICMS and ISS, effective in January 1995. Tax is collected at time of sale,
not at production locale. Deputy Jose Serra, economist and leader of the Social Democrat Party
(PSD), said that while fiscal reforms are necessary, the government's proposal is characterized by
pyrotechnics. According to Serra, the over-dramatization and excessive publicity surrounding the
tax package constitute maneuvers to distract citizens' attention from the ongoing congressional
investigation into illegal and corrupt practices of businessperson Paulo Cesar Farias. In addition,
Serra said the president's tax reforms would increase the overall tax burden, since new taxes are
to be imposed on fuel, telephone service and electricity. Congresspersons from all parties say
approval of most of the required constitutional amendments is unlikely at best. Deputy Benito
Gama, member of the ruling party coalition, pointed out that constitutional amendments require
a 60% vote by both houses of congress in two separate rounds. In 1991, the Collor administration
requested that the congress approve 44 constitutional amendments aimed at eliminating obstacles to
foreign investment, expanding the government's mandate to privatize state-run enterprises, and to
eliminate protectionism. The congress approved only four amendments. The constitution specifies
that the congress shall meet to consider amendments beginning in September 1993. An influential
group of congresspersons say legislators should wait until September next year to introduce more
amendments. PSD Sen. Fernando Henrique Cardoso said the government is somewhat "obsessed"
with amending the constitution. Sen. Eduardo Andrade Vieira, a member of the ruling party
coalition, asserted that amending the constitution "for nothing" is unheard of anywhere else in the
©2011 The University of New Mexico,
Latin American & Iberian Institute.
All rights reserved.

Page 1 of 2

LADB Article Id: 060394
ISSN: 1060-4189

world. [Sources: Gazeta Mercantil, Folha de Sao Paulo, O Globo, Jornal do Brasil, 07/15/92; Spanish
news service EFE, 07/15/92, 07/16/92; Agence France-Presse, 07/16/92]
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